By RUSSELL B. SCHOLL

The International Investment Position of the
United States: Developments in 1979

r:_I:IEI]i‘!- net intarnstionsl inveztment po-
sition of the United Staies incrensed
$19.6 billion in 1979, fellowing o $3
billion incresse in 1978 (table I). The
increase lorgely reflected a dechine in
recorded capitn! inflows for foreign
psgetz In tha United States to $27.6
billion, compared with $64.1 billion.
The dacline in sapite] inflows was morpe
then aceounted for by a $47.6 billion
shift from inflows to outBews for foreign
official nesets. Hecorded eapital out-
flows of $61.7 billion for U.5. assets
nbroad were about the same us in 1978,
Net vilvation and other adjustments
were n negoéive $4.6 billion, due mainly
to the risa in 7.8, steck prices which in-
oraasad tha value of foreipn-held T.S.
corporate stocks.

e net U.5. internationsl invest-
ment position wes $85.0 billion ot yenr-
end 1979, U.S. ssseta abroad were
£513.2 billien and foreipn assets in the
United States wers $418.2 billion {chart
4). U.5. nssots abroad incremssd 14
percent, moz due to Incrasses of
about $25 billion each in U.S. direct
mvestments obrogd and U.S. bank-
reported clnims on foreigners. Foreign
nssets in the United Sirtes incrensed 11
percent. A 28-percent inoreasa in foreign

rivate assets, mogtly due e o %33

villion incresse in 1.8, bank-reperted
linhiti was partly offset by o $15
hillion reduetion in foreigy olfisial nssets

in the United States, reflecting inter-
vention sales of dolfars in exchap
markets—mostly in the Arat holf of ¢

ar—by several major industrial coun-
tyies, to limit the depreciation of their
Currencies.

Relationship of copital flows to the

currenl Locount

In terms of neccounting eniries, bhe
nat capita!l How component of the 7.3,
internptiong] investment position is
the mirror image of the balance on cor-
rent aecount in U5, international
transactions, pius the alloeation of spe-~
ciol drawing rights (SDR's) by the
International Monetsry Fund (IMF},
and an entry for the statistienl discrep-
pncy in the accounts., MHowever, be-
canse capital fows and surrent novount
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transactions fre simultenecusly deter-
mined and interact through exchange
rate ch and other fnctors, thers
is no simple cause and effect relationship
between them.

The current-necount deficit declined
to $0.8 billion from a $14.3 billion
deficit in 1978. Among current aceount
components, the merchondise trade
dsficit deelined to $29.56 billion from
$33.8 hbillion despite an $18 billion rise
in the petrelsum import bill, ns exports
inerensed faster than imports, The anr-
pluz on net service trinsnciions ine
crensed nlmost $10 hllion, to more than
%32 hillion; the !nrgest increnss was in
yeceipts of income on U.S. direct
investment ahroad.

Met recorded cepital ouiflows wers
$24.2 billion, in contrast to & nat inflow
of $2.9 billion in 1978. Outflows for
1.5, bank lending to foreipmers and
divect, investments abroad increased
strongly. The rise in jnflation and in-
tarest rotes, nnd higher petroleum
1m bills, increasedl demand for
e finencing,. Among recorded

enpital inflows, high U5, interest rates
aitracted substanticl bank  deposits
abroad, vad through most of the yenr,
1.8, banks draw heavily on oredit lines
with their forei ces to finanos
both U.S. and foreign loan damand,

The stalisticel discrepancy {errors
and mnissions 1o reported current- and
capital-nccovnt trensactions} wes B
record net inflow of $23.8 billion. The
inflow in the first half of the year prob-
ably was velated to the strengthening
of the dollar in exchange markets anc
the reversal of short positions against
the dollar taken in the sscend half of
1978, Large unreported inflows in the
lest quarter ol 1979 were partly relnted
to U.5. credit-tightening mensures and
international political apnd military ten-
sions, particularly in Afghanistan and
Tran. Ta the extent that the $23.8
billion wnrecordad inflow wig in the
capital nccounts, the increase in the
net investment position would have
been less.
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Changes in U.S. Assets Abroad

1.5, assets abroad increased $62.3
billion to $513.2 billion, compared with
a $67.9 billion increase in 1978, Capital
putflows were about the same as in
1078 ; valuation adjustments were small,
following unusually large adjustments
(tuble 2). U.8, bank-reported outflows
remained large—but were less than last
year's record—despite sharply hirher
interest rates and tizhter borrowing
econditions. Outflows Tor U8, direct
investments abrond rose significantly,
largely reflecting a rise in reinvested
purnings. Net outflows lor US. pur-
chases of foreign bonds showed little
shange from a year earlier, but due to
the sharp decline in loreign bond prices,
especially in the last half of the wear,
the value of these holdings was lower at
yearend 1979, A shilt to net U.S, pur-
chases of foreign stocks and o rise in
their prices In some countries, par-
ticularly in Canada, resulted in a sub-
stantial ineresse in the walue of U.S.
loreign stock holdings.

SURVEY OF CURRENT BUSINESS

Bank elaims

Although the. nerease was less than
the 1978 record, U.S. bank-reported
claims on foreizners increased a sub-
stantial $25.9 billion, reflecting con-
tinued economic expansion and tighter
borrowing conditions abroad, and
stronger foreicn demand for dollars,
particularly by petrolenm-importing
countries. (Unlike 1978, there were no
coverage adjustments in 1979). To help
finance both domestic and foreien loan
expansion, U.S, banks drew heavily on
nondeposit sources of funds, inchiding
borrowing from offshore offices of 1.5
banks, The latter, and related lending,
were probably curtniled aofter the
October 6 imposition of the S=percent
marginal  reserve  requirement  on
muanaged liabilities of U5, banks, m-
cluding offshore dollar borrowings, U.S.
banks also  purchased =ubstantial
amounts of high-vield foreign financial
instruments, primarily certificates of
deposit issued by foreign banks, which
were held for the wecount of 11,5, money

Internationa! Investment Position of the United States
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market mutual funds, These purchases,
at 87.6 billion, contributed to the
growth in assets of U.S5. money market
mutual funds. U.S. bank lending to
foreirners remained substantial in 1979
despite the absence of exchange-market
related borrowing, which was partic-
ularly evident {in jthe last quarter of
1078, strong domestic (U.S.) demand for
eredit, and narrowed spreads between
borrowing and lending rates in the
Eurobanking market.

There was a decline in outflows to in-
dustrial countries from the high 1978
level, despite a doubling of outflows to
the United Kingdom. Lending to other
industrial countries was down for the
ear but showed stremgth in the last
iln!l'_ Outflows to nonpetroleum develop-
ing countries increased substantially,
ezpecially to Mexico, Panama  and
Argenting, Eastern European countries
also borrowed inereased amounts. There
wiag virtunlly ne net borrowing by
members of the Organization of Petro-
leum Exporting Countries (OPEC),

CHART 4
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most of whom had substantially larger
current-account surpluses in 1979,

At 3156.6 billion at yearend {table 3},
cleimns on foreigners acconntad for nbout
14 percent of total losns pnd invest-
ments of U5, commercial , COm-
Eﬁt‘ﬂd with 13 percent in 1978. U5

nk assets abroad necounted {or about
31 percent of total U5, assets abroad ot
yearend, up from 23 percant in 1978,

Foreign securities

Holdings of foreign securities by T3,
msident;lglfmramd $3.2 billion mn 1979
to $56.7 billion &t yenrend, compaved
with nn increase of 33.% billion in 1878
U.B. residents” holdings of bonds de-
crensed §0.3 billion, compnred with a
#2.8 billion increase; holdmps of stocka
inecrensed $3.8 billion, more than triple
the 1978 incrense.

In 1979, net: U+E+_|lugrchnaeﬁ of foreign
stocks were $0.9 billion, Adjostenents,
p_m'tlmuluﬂ'ly those reflecting price appre-
cintion, addad $2.7 billion In value to
thass ]'wltlmga.. The increase in hoth
purchnses and valuntion wasz concen-
trnted in Canada, with its favorable
fumt,inn in and raw moterinls.

necreases in both shnre prices and the
value of the pound in éhe United King-
dom contributed to valuation geins
thare. At vemrend, the value of forei
stocke held was §14.9 billion, up 32
percent Trom 1978,

.5, huldir%a of forsign bonds de-
creased $0.3 hillion n 1970 to $41.8
billion. Although net purehnses were
$3.7 billion, price declines of 3.9
billion—reflecting = shap rise in inter-
est rofes—were move thrn offzetfing.

Mew loreipn bond issues sold to U5
resitlents were $4.5 billion, down $1.5
biltion {rom 1978, Canadinn new issues
declined $1.6 billion, due principaliy to
the Conadian Government's rbsensce
from the U.8. market after its 1978
E]aoﬂmants.  Canadian. provincia! and

ydvo-electric borrowings incrensed $0.2
hillion to $1.2 billion, while those of
municipalities and corporations were
down $0.4 billion, to $0.8 billion. New
izsnes by Western Eurapean eountries
rose slightly. European regionnl orgn-
mizations, particularly the Euwropean
Invostment Bank, wore the larpest bor-
rowers, Developing counties decreazed
their placements to $0.4 billion, borrow-
ing instend in the Euromariet.

Trading in cuistending foreign bonds
shifted to net purchnses of $0.9 billion
from net sales of $0.6 billion in 1978,

rimorily due to the stiractiveness of

igh ‘fa{:l British gilt-edged securities
andl the 1isa of the po in exchange
markets, There .was liitle chooge in
redsmptiens, at $1.7 billion.

SURVEY OF CURRENT BUSINESS

At yearend 1079, 115 heldings of
foreipn securities iccounted for 11
pereent of total U8, assets abroad,
down from 12 pereent in 1978,

UL.S. direct investments abroad and
other private qssets

1.8, direst investments sbroad ip-
crensed 15 pervent, or $24.8 billion, to
$182.6 billion, following & 12 perceni
vien in 1578, Most of the rise waa due
to the 518.4 Eﬂl"ﬁn i?:aense in reinvested
8 and reflec strong enrmi
of U.g. affilintes abroad, eggacin.llynﬁ
petrolenm. Equity and intarcompany
eccount outflows increased $5.9 billion,
fellowing o $4.9 billion inerense. In-
eronced parent financing of petrolewm
effilictes abroad, and reduced liquide-
tions (inflows), were major factors.
Partly offeetiing wers inflows from
nutomotive affilintes to fund 7.8, opera-
tions, The acesleration of inflation and
increnged costs of external funds in 1979
may have encouraged companies to raly
mora cxtensively on internally -
ated funds Go E[!E finance wffilintes
capital spendin road. At yearend,
the book value of T1.8. direct investment
nbroad aeceounted for about 38 percent
of total U8, assets abroad.

Clayims on unaffilinted foreigners re-
ported U.5. nenbanking concerns
mereesed $3.8 billion to $20.0 billien.
Capitel outflows, at §2 billion, were
concentrated in the first qunyter, mpinly
in Eurcdollar deposits. These ligutid
balnnees held overseas were reducod
throughout the yenr as domestic Ji-
quidity needs of U.S. businesses in-
crenseil. A chanpe in covernge of §1.5
billion resulted] from w chonge in re-
porting requirements and & aew bresk-
down beiwean commaretal ind finaneial
elaims, As reported on the new basis,
%17 hillion represented outstanding fi-
naneinl clnims {deposits ind investmant
paper} and 5129 billlon represented
commarcisl claims {(plmost entirely
trade receivables}. Combined, thess
cloima accounted far 6 percent of total
1.5, assets nbrond nt yerrend.

1.5, official reserove assets

U.5. official reserve nssels merensed
30.3 billion in 1979, compared with o
50,7 billion decrease in 1978. Thare
was & §1.2 billion rise in special drnw-
mg rights-—the first of thyee anmusl ai-
locations nuthorized in 1978 by the
Inteynationn] Monetory Furul {{MF}
Boapd of Governors—nand o $0.2 hillion
mecrense in the TIS, reserve position

i. Por dutaile, pos tho artlelo 008, Direst Invastmont
Abrnd (o 99, in L laspe,

Aunguat 1980

with tha TMF. Purtl
redustions in the U.S. gold stock and
in foreign currency holdings. Gold re-
gorves daclined $0.5 billion, due to U8,
Treasury sales of demonetized gold to
the public. {Changes in the Trensury
gold stock ns n result of thess snles
ire pot entered 9= fows in the internn-
tional accounts but nre entered na ad-
justiments o the stock of U.S. officiel
reserve nssebs). lp]prnximﬂ,t.ely 13,3
million ounces of gold were sold 1 1979
mntil November, when sales ware
poned indefinitely, compnred with 2.6
million cunces sold in 1978. The inflow
of $65 million in gold reflected the last
in o serigs of four IMF restitutions of
Il to its members. Foreign eurcency
oldings decrensed 30.6 billion, reflect-
ing n net 50,3 billien decrease In trans-
netions nnd a $0.3 billion wvaluation
decrense hecnnse of n dacling in waloa
of severnl cuyrencies agninst the dollar.
At yearend 1879, U.S, officinl reserve
nzsets were $18.9 billion, ﬂ.ﬂﬂﬂuntl[{lf
ftar 4 parcent of total T1.3, assets abread.

Diher U.5. Government gasets

Other T8, Goveroment nssets in-
creised $4.32 billion in 1979, little
changed from the 1978 increase. éllght-]y
lorger loan disburzements wers more
than offset by stepped up foreipn re-
poyments on U.S. foreign assistance
progroms and on Expori-Impoert Bank
credits. The $0.5 bhillion chonge in
eavernze maoinly represents increased
claims psaociated with the reversion of
the Panoma Canal to Panama. .5
Government nssets, excluding reserves,
at 358.5 billion, accounted for 11 per-
cent of total ULS. assets abroad ut
yearend.

Changes in Foreign Assets in
the United States

Forelen ssseis in the Tnited Stotes
ke $42.7 billion to $418.2 billion
in 1979, compared with n $64.9 billion
increass in 1078, The slowdown reflacted
g shift to o $14.5 billien decline in
foreign officinl assets, from a $32.0
hillion imecrsnsze in 1978. Thers were
subatontinl dollar eanles in exehange
morkets by major industrial countries
to limit the daprecintion of their cur-
rencies againgt the dollar, ex
the first hall of the year. These sales
mote thnn offset nn ncrense in do[]ar
nageta of OPEC membets. Other foreipn
nssets—those of private foreigners
interpations] organizations—incrensad
n record $57.3 billion, compared with a
$32 billion incrense in 1978. Much of
the inerense resulted from borrowinps

{Coniinzed o pege 78}
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{Continusd from pops 54)

(inflows) from ULS. banks’ offshore
offices I the Carribesn and United
Kingdom to Huspes domestic (U.5.)
landime. Also, the pace of foreipn direct
investments in tha United States ac-
celerated. Among other Torelpn assets, o
rigg in U8, 5 prices inereased the
valua of foreign holdings of TS,
corporate stocks.

Foreign afficial assets in the United
Stnten

Foreign officinl nssets in the United
Btater declined $14.5 billion, dus te
lnyoe intervantion zales of dollars by
sovernl major inclustrial countries. As
the dollar recovered m emly 1978,
foreign monetary nuthorities—partic-
ulmly Jopan, snd 0 n lesser extent
Germeny nnd Switzerland—sold U5,
Treasury securitios, wtilizing the dollars
in n coordinated effort with the 0.5,
Federnl Reserve Bystem to Limit de-

recialion of their cwrrencies. Other

nropean countries sold dollars in
conneclion with intervention require-
ments of the newly instituted Earopean
Monetary System. In total, U5, Trens-
wy  gecity holdinge of industrial
equntrics declined $224 hillion. In
contrast, dollar holdings of the Unite
Kingidom ineprensed i'nllowi:}l_f 0 lMﬁe
decline the previous year. High UK.
interest rotes smd growing ouiput of
Novth Sea oil bolsteved the poumnd, and
there wera officin] intervention hnses
of dellars to Yimit the appreciation of the
pound. )

Officinl dollir asseta of OPEC mem-
bers incrensed $5.5 billion in 1979,
witer a small decline in 1978, The rise
m L3, interest rates on money market
instruments and on bank depusits,
particularly in the Inzt five months of
1979, nitracted funds from OPEC mem-
bers, whose combined curvent nccount
had intreased from pene balance to nn
estimatod $65 to $70 billion surplus as
& result of increased receipis fror higher
pricet| patrolaum siles. Net purchnses
of 1.5, eorporate bonds and stocks h
OPEC members were unchangad. It
appeursd that on ineransecl share of
OPEL! nsseta was heing place:dl outsida
the United BStotes. Investible furuls
pluced clirectly in the United Stntes in
1970 wera npproximaiely 8 percent of
the Lotn]l—eonsiderably below the 1974
77 annial nvernge of 20 percent. Official
dollur nssats of other foreign countries,
primincily nan-ail-expm*bint,i developing
connbrios, incrensed $1.5 billion.

SURVEY OF CURRENT EBUBINESS

_ Foreigr officiel assets were $160.3 bil-
lion at yenvend 1978, accounting for
38 percant of total foreign assets in the
Untted States.

cher foretzn assets

Other foreign nsssts in the United
States, mainly 1.5, bank-reported lin-
bilities to foraigmers nnd to o lesser ex-
tent foreign direet investments, n-
creased $55.6 billion, compared with r
£32 billion incrense in 1978,

Over hall the inerense reflected &
record $32.7 billion increase in T.3.
bank-reported linhilities to foveigners.
The increass in these liabilities {inflows)
was strong in the first sevan months of
the year, nltrhnu{zh mterest differentials
narrowad gtendily; U.S. ratas remained
relatively stable, at high levels, nnd
interest rates abrond incrensed 300400
basis points. Inflows surged in August,
when U.B. interest rates began to rise
shavply olong with foreizn rntes. TLS.
banles atepped up their borrowing from
their foreirn offices to mest henvy
domestic and forelpn lean demamd, in
tha [ace of further tightening of TS,
and foreign finnpeinl conditions, nnd
perhips in nnticipation of restrictions
on, further inerenses in Eurodsllar bor-
rowipg, Once the marginal reseyve
requiremsents agninst such borrowing
teok efect in Uctobsr, inflows from
foreign offices slowell markedly nnd
U.B, banks stﬂgpml up their horrowing
in the Jdomestic CI}¥ market. BEnnk-
reported nssets, at $110.5 billion, ac-
counted for 27 parcent of total foreign
assete nb yearend.

Foreign holdings of U.S. ‘Treasury
securities inerensed $5.1 billion, pii-
muayily veflecting three plncementa of
.5, Treasury mork- and Swiss franc-
denominated notes with Germnn anid
Swizsa residents. {The proeseds from
thesn issuges—3§2.5 billion iz German
mnrks and $1.2 billion in Swiss [ranes—
were nclded to U3 loreign exchange
reserves aml subsequently utilized {or
exchinge mnrket intervention.} At the
end of 1979, the clollar valne of eut-
standing forelyn currency issues was
$5.8 billion—over one-thixd of the $15
billion in U.5, Treasury sseurities hold
by Iprm}tua {oreigners and internntionnl
anl regional srganizations.

Foreipn direet investments in the
United States increnzed 23 percent to
59.2 billion, follewing o similar incrense
in 1978.° Equity and intercompany
mflows were §6 billion and included
sevara] major nequisitions of U.S, manu-

Augnst 1080
facturing and finance companjes, He- 5
invested snenimgs inerensed $3.7 hillion,,
reflacting o strong rise in 1.5, business
enrnings. At $52.3 billion at yeavend, s
foreign direct Inveatments atcounted
for 13 percent of total foreign nesets in »

t-haF Un}“dl?tﬁ“' [ Us. j
preign holdings of US. corpode 23
seourities incressed $6.5 bil]iﬁzlﬁa pri- I8
marily due to price mp}ﬂgreciaﬂnn of
stooks. Althouph net purchases of U.5,
atocks, at $1 billion, were down slighily
the 12 percent riss in stock prices andad b
%5.2 billion in valua to fareﬁmhald 0.5,
stocks. Hesidents of the United King- ~

dome were the largest net purchasers, 15

restrictions on LK. foreign invests l.‘
mBﬂtin“:lﬂrhﬁ sased dm the lnst m&lil::r[ t.lim‘
your @ pound appracin arply
ageinst the dollar. Alse, 'E!a,nu:l'rnn*,
purchazes of 1.5, shores were strong in
the second half. Bwise and Geymoun ,
residents wera net sallere. Forsizn hold-
in%zi of US. stocks &t yearend were: 15
$48.2 billion, up nearly 156 percent.

There wos o small increnss of $0.7' N
billion in forsign haldings of 1.5, bondx,
ather than issues, A decline of* §
$1.6 billion in value due to market,
Prica declings reflacted the vise in U.S. [
ong-term  infersst 1ates snd Jargely .|
offset o $1.0 billion nerense in mnet |,
foreign purchases. Net purchases of vy
newly issued Eurobonds of U.8, corpe- |-
rations aecounted for nearly all of the¥)
incrasse in foyeign J:.urchn&as. Foreign |
holdings of T.5. bonds were $13.4 billion
at yearerul. Combined bond and stock ¥
holdings, at ?El.ﬂlhilliup, accounted fﬁor' i
15 percent of totol foreirn aseats in tho,
Unjted States. _ R

Liabilities to unnsffilinted foreigner="{
reported by IS, nonbanking coneerns
inerensad $2.1 billion, compared with~ I
& §1.8 billion incrense in 1978, Cupital Y,
inflows, ot $1.7 billien, wers virtually
unchanged; there wns o $1.2 hillion.
positive adjustment veflecting inorenseci
coverage. Of the $18,2 billisn in ont-
stonding liabilities at yearemd 1974,
50.6 hﬁlinu reprasentad commarcial
linbilities: trade poyables were $4.% [
billion, and prepnyments g other”
linbilities were 35,3 billion. Finaneiad |y
liahilities, primmily to banks, wero 38.5
billion ; these liabilities inersased mainly,
in the second hall of the year, when |:
.8, eradit conditions tightened. :

L Far detalls, see tho arthobs 4 Forelm Direet Tnresl e Illy
tho Unitod Statos, 1979, Im this ke,

(Coretinued from page &7)

the yenrs preceding 19758 are based on
tha ¥367 SI(. A consistent set of reli-
able sstimniea on the 1972 SIC basis is
not possible. BEA is unabla to distin-

guish between eoda changes due to the
Office of Manngement nnd Budget's re-
vigion of the SIC and code changes due
to refiling required periodically of em-

U.B. GOYERRHENT FRINFINE OFFICE :

ployurs by the Stata Employment Soeu-, §
rity Agencies. The latter incorporiles
chunges due to errors in elossifieation [
andfor changes in product activity.
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